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Agricultural Adjustment Administration 
United States Department of Agriculture 
February 25, 1936 


February 18, 1936 


Hon. George W. Norris, 
United States Senate. 
Dear Senator Norris: 


Following your request of “sbruary 13, a report has been completed 
by L. H. Bean, economic adviser of the Agricultural Adjustment Administra- 
tion, dealing with the amount of processing taxes outstanding as a result 
of the recent Supreme Court decision, their relation to the profits of 
processors, and to the operating and profit margins taken by processors 
before processing taxes were levied, during the period when they were in 
effect and since January 6 when they ceased to be in effect. A copy of 
this report is enclosed. The facts embodied in this report indicate that 
the impounded processing taxes recently ordered returned to processors 
rather than to consumers or producers is in the nature of an outright 
gift of public money to a small group that isinot entitled to it. | The 
amount involved is over $300,000,090, including impounded as well as 
other unpaid processing taxes. 


The facts show (1) that the impounded and other unpaid processing 
taxes are far in excess of the annual net enrnings of processors; (2) that 
in the case of cotton, wheat and hog processors as e group, the accum- 
lated unpaid taxes represent about three and a half times their average 
prosperity net profits of 1927-1929; (3) that in the case of hog processors 
alone the unpaid taxes are approximately eight times their average 
prosperity net profits from hogs; and (4) that processors by increasing 
their operating and profit margins @uring the period when processing 
taxes were in effect, have collected the equivalent of the impounded 
taxes from consumers or producers and aro therefore being given money 
that except for the recent court action would have gone to the public 
Treasury, where Congress intended it to ZO 


The argument has recently cen made by @& spokesman of the large 
meat packers that the unpaid processing taxes really belong to the 
processors because a number of the small firms are in financial difficulty. 


You will be interested to know that small packing firms, especially in the 
Hast, usually find themselves in difficulty: when hog production is reduced 
by crop failures as in 1925 and 1935, that part of their problem is an 
outgrowth of the long time competitive struggle in this as in many other 
industries between the large and small units, and thet the mere fact of 
financial difficulties among some small packers is no justification what- 
everfor the desire on the part of the large packers to retain the bulk of 
the unpaid processing taxes. The bulk of the unpaid processing taxes 
returned to the large firms has, of course, the effect of intensifying 

the competitive difficulties of the small firms. 


Sincerely yours, 


/s/'H. A. Wallace 


Secretary 
Enclosure 


Relation.of Impounded Processing Taxes’ 
. to Processorss. Profits: 


Report Prepared by L. H. Bean, Economic Adviser, 
Agricultural Adjustment Administration - 


The facts embodied in this report indicate that the impounded processing 
taxes recently ordered returned to processors rather than to consumers 
or producers is in the nature of an outright gift of public money to a 
small group that is not entitled to it. The amount involved is over 
$300,000,000, including impounded as well as other unpaid processing 
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The facts show: 


(1) that the impounded and other unpaid processing taxes are far 
in excess of the annual net earnings of processors; 


(2) that in the case of cotton, wheat snd hog processors as a 
group, the accumulated unpaid taxes represent about three and a half 
times their average prosperity net profits of 1927-1929; 


(3) that in the case of hog processors alone the unpaid taxes 
are approximately eight times their average prosperity net profits from 
hogs; and 


(4) that processors by increasing their operating and profit 
margins during the period when processing taxes were in effect, have 
collected the equivalent of the i:mounded taxes from consymers or 
producers and are therefore being given money that except for the recent 
court action would have gone to the public Treasury, where Congress 
intended it to go. 


mpounded. Processing’ Taxes to Processors! Profits 


The amount.of money involved'in the recent court Ete et ee nh ee 
processing taxes to be returned to processors instead of Consumers or producers is 
over $300,000,000. -This amount includes about $180,000,000 oan ae taxes 
released as a result of court action and more than $120,000,000 unpaid 2 a result 
of delays in payment, delinquencies and failure to file returns. 

Of the total amount outstanding, 90 percent is in the hands of three groups 
of processors:. cotton manufacturers, wheat flour millers and hog packers, and — 
byrfar the largest share in each of these three industries pevcrte to the few 
largest firms. The amount of cotton-processing taxes unpaid as of December 21, 
1935 is estimated at $97,000,000 and of ‘this amount, $51,000,000 is rey 
as a result of court action; the amourit of -hog processing taxes is estimated at 
$98,000,000 and of ‘this amount, $51,000,000 is outstanding as a result of oe 
action; the amount of wheat taxes outstanding is estimated at $80,000,000 and of 
this total, $67,000,000 is outstanding as'a result of court action, It should be 
observed that these estimates,do not include the taxes due for the uroeesesee | 
of January 1.to January 6, 1936. | 

It has been argued on strictly legal grounds that since processors were 
the ones who paid the tax to the U. S. Treasury and since the processing tax 
has been held unconstitutional by six of the nine Supreme Court Justices, te 
impounded taxes should be returned to the processors irrespective of whether they 
paid the tax as collecting agents for the government or actually paid the aie 
out of their own pockets. It is now argued by certhin processors that they have 
actually paid the tax, that their profits have been reduced, and ee they Hoge 
not actually collected the tax from consumers or from producers. The esteere 
facts as to the net income of cotton, wheat and hog pts ee ee 3 unpaid si 


processing taxes indicate clearly the nrture of this argument. 
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Income data reporteds- bos Thain Bureau annually are available 
only to 1933. In that year there were returns from 793 cotton textile corpora- 
| tions. Sixty percent of them reported a net profit of $50,000,000 and the other 
40 percent reported a net loss of $18,000,000, leaving a net income for the 
industry of $39,000,000. . This industry suffered severe losses in 1930, 1931 and 
1932. In 1929 there were 925 cotton textile corporations that reported; a little 
more than half reporting net incomes of $55,000,000; end the rest reported losses 
totaling $33,000,000, leaving a net income for the industry as a whole of 
$22,000,000. For 1928 the net income for the industry was $11,000,000 and for 
1927, the year of record cotton conswiption, $76,000,000. | : | 

The impounded and, other outstanding processing cotton taxes of $97,000,000 
may thus be. compared with the $31,000,000 net income of 1933, with the 
$92,000,000 of 1929 nnd with about an average of $35,000,000 for the three years 
1927, 1928 and 1929. The impounded processing taxes covering the cotton processed 
chiefly during,only one half year, the last half of 1935, are more than three 
times as great as the industry's net profit of 1933, nearly four and a half 
times as great as the industry's profit of 1929, and nearly three times as aoa 
as the profits of 1927-1929. 

Of the 1238 flour mills that reported im 1933, over 40 percent reported 
profits totaling $25,000,000 and the rest reported losses totaling $5,000,000, 
leaving a net income for the industry as 2 whole of »bout $20,000,000. During 
the years 1930, 1931 and-1932 the net profits for the industry amounted to 
$5,000,000, $13,000,000 and $8,000,000 respectively. In 1929 there were 1348 
reports, about 60 percent reporting incomes totaling $39,000,000 and the rest 
reporting losses totaling $7,000,000, leaving a net profit for all flour milling 
corporations of $32,000,000 compared with $33,000,000 in 1928 and $37,000,000 ) 
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The Pioounten ane other unpaid wheat processing taxes aoa to 
$80, 000 ,000. eee: aren bodes nn profit of $2 20, 000, 000 in 198s, they are four 
times as lee Compared with the 1929 wreeite ‘of $82,000, 000 they « are signe two 
and a half times as greats and compared with the 1927- 1929 net profits of 
TeaeOU, 000, He outstanding wheat tee are oes about two and a half times as 
ee (See cree Do | ‘ | 3 

There were B48 neat packing porcine that reported in 1933. Nearly 
40 percent of them reported Be OuaVE of nearly $25,000, 000 cae the rest me eee 
losses of about $9, 000 000, leaving a cnet profit for the fnactee as a oe of 
$13,000,000. Supplomentary nate rte mae industry show that profits for the year 
ending eto 1934, wnen Asta lice cirith pen on pha were in effect, were greater 
than in the year amos Oenober 1933, before processing taxes went into effect. 
In 1932 the Teese of some oF’ hd ment coptiae erent e about offset the 
eaer ita i others, ih 1931 ‘there was © net eee of neerly get, 010, 000 and in 
1930 a net profit of ee ore $18, 000, 000. ‘In 1929 there were et SS ae from — 

earperaty one: aot 60 We roent of opie reporting vrofits tN ane balance reporting 

losses, ttn a net ti neome ach the entire group of 2,000, 000. | In 1928 thei 
net income was $44, 000, 000 and for 1927, $8 000,000 or an average for inoue three 
prosperity 1s of $25,000,000. 

The per nits and ier outstanding hog processing ates of $98,000,000 
are Aeoe! seven and a half times as great AS the 1933 able about three and a 
half times as great as anys Lye? erate, Se hone four times as great as tee 
arenes net profits of 1927-1929. ean thnt on the avernge about half of the 
packer's net income is derived from hog operations, these ‘taxes are provable 
about fifteen inner the profits “agate hogs of 1933, seven times the hide profits 


of 1929, and eight times the hog profits of 1927-1929. 
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These comparisons between total impounded and other unpaid processing 
taxes and the Srinial: Serna Fox eset industry as a whole need to be qualified 
to some extent, for not all of the processors in a given industry resorted to 
court injunctions so as to have their processing taxes impounded. The following 
comparisons Betresn Pee net incomes and the ites taxes of the same firms, 
Lever. fevedl essentially the suite Saute fee a return of impounded taxes to 
processors would be, mildly speaking, an outright free gift of public funds. 

Of the $80,000,000 of impounded wheat processing taxes, around $25,000,000 
or about 30 percent goes to only seven avieniee The net earnings of these same 
companies in 1934 were $6,500,000. For these seven firms, including the largest 
in the flour milling industry, the impounded taxes are thus more than three times 
their 1934 net earnings. 

To ten meat packers, including the Hereeet firms whose net income in 1934 
was $22,000,000, there are returned about $50,000,000 or about 50 percent of the 
total unpaid hog taxes. Ordinarily, packers derive about half of their earnings 
from hog operations. The $50,000,000 of Sareb died and other unpaid hog taxes of 
the ten packers are thus more than double their 1934 earnings from see 
packing operations and phohable nearly four times as great as their earnings 
from hog operations elone. 

The margins taken by processors for Drie oes hogs, wheat and cotton into 
pork, flour and cotton goods respectively, also indicate how the processing taxes 
have been collected by the processors from consumers or producers with the 
original intent of paying them into the U. S. Treasury without depleting their . 
own profit accounts. (See Chart 2) 

Meat packers ordinarily charge -round 60 cents for processing 100 pounds 
of live hogs, and in addition get certain returns for byproducts and gains or 


losses from curing operations. This 60-cent margin represents the operating and 


ue Bie 


pearat margin between the price of 100 putas de’ Live noua vee the wholesale 
value of all edible fresh hog products. The nrdeessing - of $2.25 per hundred 
pounds is thus nearly four times phe vusaat operating ae profit margin. Had the | 
packers! usual marzin disappeared petey as a result of the imposition of the 
nog precessing tax, the latter mole renresent nearly three times their usual] 
margin for all expenses including ee thts Act alone is sufficient to 
indicate how hollow and Pei eulous is the argument of processors that they paid 
the tax out of their own pockets. } 

Hog’ margins during the tiret half of 19314 1932 and 1933 were respectively 
68, 63 and 56 cents per hundred iad During the first half of 1934 when the 
processing tax averaged $1.93 per hundred pounds, the gross margin was lifted to 
$2.52. During the first half of 1935 when the tax was $9.95. the eros margin 
was raised to $2.91; and for January 1936 when the tax was eh in effect, the 
gross margin was almost immediately reduced to its former amount. Compared with 

56 cents during the first half of 1933, the margin exclusive of the tax for tne 

compareble period of 1934 was 59 cents; for 1935, 66 cents; and for January 1936, 
72 cents. | 

The average margin during the first half of the three years 1931, 1932 
and 1933 before taxes were in effect, was 61 cents. During the first half of 
the two years 1934 and 1935, the average margin exclusive of the tax was 62.5 
cents. In addition, hog packers received ebout 15 cents more per hundred pounds 
of hogs from by-products during 1934-35 than during 1931-33, and in the neighbor- 
hood of 60 cents more from curing operations (including inventory gains). 

Wheat processors have in a similar manner increased their operating and 
profit margin to cover the amount of the wheat processing tax During the 
calendar years 1930, 1931 and 1939, the charges for processing : bushel of spring 


wheat into flour averaged 42, 36 and 38 cents respectively, or 38 cents for the 


aoe 

three years before the processing tax. The processing tax was in effect wetmeen 
Rune 1933 and nln s, W856 For the year 1934, mine Rasa margin was raised 
to 68 cents and kts 1935 HO 67 “cents over Kay 38-cent margin of 1932 ven | 
increase approximating the setts at the 30-cent processing — During January 
1936, the gross margin was restored ie ae cents or about to its usual level. 4 
During the three years prior to RGSS tars, the average operating and profit 
Margin on @ring wheat was 39 cents. During 1933, 1934 and 1935 the margin exclu- 
sive of the tax was also 39 cents. 

Cotton manufacturers, like other processors cispees with collecting 
processing taxes to be turned over to the Federal Treasury, in general increased 
their margin sufficiently to avoid Daetneene tax ssi of their own pockets. 
During 1929 the charge for processing a, pound of eteon into cotton goods (17 
constructions) was 13.7 cents including all expenses and Dee in 1930, 12.6 
cents. “By Egee if had fallen ve 8.9 cents. Cotton processing tel were in 
effect during ae last half oa 1983 and during 1934 and 1935. Dart as 1934 the 
gross cotton margin was raised il 16. 8 cents, and during 1935 to 15.9 cents. 
In January 1936 the margin was redaeed to 13.2 cents. During the three years 
1929, 1930 and 1931 the average margin was 12.4 cents. During the thveeemeere 
19335, 1934 and 1935 the average margin exclusive of the tax was also 12.4 cents. 

It has recently been seen by a spokesman of the Institute of American * 
Moat Poskers that a number of packers are in financial difficulty and that re} 
return of unpaid processing taxes would help them. Erasuner in this reroute 
the small packers, since the large ones made good profits during 1934 and 1935, 
the two years when the hog processing tax was in effect. The difficulties are 
said to have begun in the ae of 1935 when "many packers found their existence 


endangered by the tax." During the two years when the tax was in effect, packers 


owed the Federal Treasury about $368,000,000. By the fall of 1935, they had paid 


—7~ 
$270,000,000 or 66 percent, and the balance of $98,000,000 was diverted from the 
U. S. Treasury by court action. The industry as a whole made good profits 
throughout the period when processing taxes were in effect and the total of 
$270,000,000 was paid into the Treasury. 

Financial difficulties of small packers are usually associated (1) with 
small corn crops such as those of 1925 and 1935, which set in motion rising hog 
prices, and (2) with the long time competitive struggle between the large and 
small units -- a struggle which exists in other industries as well. The return 
of unpaid processing taxes to small packers in difficulty on the groundthat their 
losses would thus be smaller than they would otherwise be, cannot be justified 
any more than the return of the bulk of the impounded and other unpaid taxes to 
the few large firms who admittedly have made profits in 1935, as well as in 1934, 
Nor would a return of the bulk of the unpaid taxes to the few large firms, thus 
enormously increasing their cash surpluses, help the small firms in their 


competitive difficulties, 


CHART | 
IMPOUNDED AND OTHER UNPAID PROCESSING 
TAXES RETURNED TO PROCESSORS COMPARED 


WITH NET PROFITS 


00 


——COr 


L. Shiny 


EERE peiaten 


OTHER UNPAID 
> PROCESSING TAXES, 


0) 
N 
oO 
i 
N 
AN 
Oo) 


im 
17) 
its 
q & 
DO 
ze 
za 
<q 


IMPOUNDED AND 


<= iy 4. 
£342 € 
7 3% 


— 


CHART 2 


” 
ae, 
z 
ax 
apy: 
iD 
ujiH= 
IO 
=f) 

© 
Zz 
ae 
}-—- O 
O20 
Os 
Od 
=~ 
D 
ts 
oo. 
OH 
r= 
Oa 
= 
We 
ee 
LO 
OF 


COTTON, 


36 
AND JANUARY 19 


AND 
WHEAT 

LY AVERAGE FOR 

YEAR 


OGS 
FOR H 
-~JUNE 

JAN. 


W) 
Te) moO 


1N3O 
SQNNOd OO1 Yad § 


COTTON 


WHEAT 


HOGS 


